TENNESSEE GENERAL ASSEMBLY
FISCAL REVIEW COMMITTEE FISCAL NOTE

SB 1161 - HB 1402

March 12, 2023

SUMMARY OF BILL: Authorizes the Governor to expand Medicaid eligibility in
accordance with the Patient Protection and Affordable Care Act and to negotiate with the
Federal Centers for Medicare and Medicaid Services with respect to the terms of Medicaid
expansion.

FISCAL IMPACT:

Increase State Revenue — $28,440,400/FY23-24
$63,504,500/FY24-25
$35,371,200/FY25-26

Increase State Expenditures — $83,706,200/FY23-24
$177,178,300/FY 24-25
$102,101,600/FY 25-26

Increase Federal Expenditures — $634,321,800/FY23-24
$1,404,860,200/FY 24-25
$785,904,100/FY 25-26

Assumptions:

e The TennCare Demonstration Amendment #25 would have implemented the Insure
Tennessee plan that, according to the Waiver Amendment Request, would operate as a
two-year pilot program as an alternative plan for providing services to persons in the
optional Medicaid eligibility category described in Section 1902(a)(10)(A)(1))(VI1I1I) of
the Social Security Act. It is assumed any expansion of Medicaid would be implemented
in a similar manner under similar parameters.

e The expansion will become effective on January 1, 2024.

¢ The individuals who will qualify under the Insure Tennessee plan, also known as "newly
eligible," are between the ages of 19 and 64, not otherwise eligible for Medicaid, and
have family incomes that do not exceed 138 percent of the Federal Poverty Level.

e The three main components of the plan are: enrolling individuals ages 19 and 20 into the
current TennCare program; the Healthy Incentives Plan; and the VVolunteer Plan.

e The percent match rate in calendar year 2023 and beyond is 90 percent federal funds to
10 percent state funds.
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Population estimates:

In 2019, the Kaiser Family Foundation (KFF) estimated the total uninsured population in
Tennessee was 671,200 individuals.

o Ofthe 671,200, it is estimated that approximately 18 percent, or 118,000
individuals, are in what is known as the coverage gap because they do not qualify
for traditional Medicaid but their incomes are too low to qualify for assistance
through the Affordable Care Act.

o The KFF report further estimated that 257,000 individuals are ineligible for
financial assistance because their income is too high or they have what is
considered affordable employer health coverage. It is assumed that not all of the
individuals will qualify for the expansion.

Enrollment is estimated to be:

o 280,000 in FY23-24 (six months beginning January 1, 2024);

o 293,800 in FY24-25; and

o 307,600 in FY25-26 (six months beginning July 1, 2025).

Based on information previously provided by the Division of TennCare, it is estimated
at least 41 percent of the newly eligibles are currently working or have worked in the
past year and may have the opportunity to join the VVolunteer Plan based on statistics
from the Medical Panel Survey data administered by the U.S. Department of Health and
Human Services Agency on Healthcare Research and Quality.

Based on information contained within the U.S. Census Bureau’s Health Insurance
Coverage in the United States 2020 report, uninsured individuals in the 19- to 25-year
age range peaked in 2009 at approximately 33 percent and have been steadily declining
since. The 2020 report, provided estimates of 19- to 20-year-olds at approximately 14
percent of the uninsured population. For purposes of this analysis, staff assumes 10
percent of the newly eligibles will enroll in the current TennCare program.

The remaining 49 percent (100% - 41% in the VVolunteer Plan - 10% regular TennCare
program) will enroll in the Healthy Incentives Plan.

19- and 20-year-olds:

Newly eligibles under 21 years of age are entitled to all allowable Medicaid benefits and
will be enrolled into the regular TennCare program.

Effective January 1, 2019, the capitation rates in the TennCare MCO contracts range
from $155.28 to $273.97 for males and females in this age group for the Medicaid and
Uninsured/Uninsurable Aid Categories. For purposes of this analysis, an average of all
capitation rates in this range was applied to the projected enrollees as a base cost.

The average of $210.76 was then adjusted for average annual inflation of 6.4 percent
beginning in FY19-20 to an average per member per month (PMPM) cost of $270.12 in
FY23-24, $287.41 in FY24-25, and $305.80 in FY25-26.

The following table shows the estimated increased expenditures for this group over the
two-year pilot program:
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Total

Estimated Months

Number in Fiscal
Fiscal of 19-20 PMPM Year Federal
Year Enrollees year-olds | Cost Affected State Cost Cost
FY23-24 | 280,000 28,000 $270.12 6 $4,538,016 $40,842,144
FY24-25 | 293,800 29,380 $287.41 12 $10,132,927 | $91,196,342
FY?25-26 | 307,600 30,760 $305.80 6 $5,643,845 $50,794,603

Healthy Incentives Plan:

The Healthy Incentives plan will be an Alternative Benefit Plan that is fully aligned with
the current TennCare benefit package and will be a product of the current participating
managed care organizations (MCOs) and the pharmacy benefit manager (PBM).

The Health Incentives plan will offer Health Incentives for Tennesseans (HIT) Accounts
operationalized by the MCOs. These accounts will be pre-loaded with a small sum of
credits at the beginning of coverage and members can earn additional credits by
engaging in certain desirable behaviors and enrolling in participation-based health
programs. Credits can then be used by members to offset their premiums and co-pays.
Enrollees with incomes below poverty will not have premiums but will still have
pharmacy co-pays to which the HIT account credits can be applied. Also, these members
will be permitted to use the end-of-year remaining balances to be reimbursed for out-of-
pocket expenditures for services not covered by TennCare.

There will be a maximum balance that can be accrued in the HIT account and once the
account is exhausted, the member will be responsible for premiums and all co-pays up to
the aggregate cost sharing cap, which will be calculated on a quarterly basis. At the end
of the year, any credits remaining in the account may roll over to the following year,
provided the member has complied with all requirements associated with the account.
Estimates for the Healthy Incentives Plan are based on January 1, 2019 Medicaid
capitation rates. It is estimated that FY23-24 PMPM costs would be at least $418.54.
The PMPM in FY24-25 is estimated to be $445.33 and the FY25-26 PMPM rate is
estimated at $473.83. Rates were adjusted for the remaining two fiscal years at an
average annual inflation rate of 6.4 percent.

The following table shows the estimated increased expenditures for this group over the
two-year pilot program:

Total Months

Estimated Healthy in  Fiscal
Fiscal Number of | Incentives PMPM Year
Year Enrollees Plan Cost Affected State Cost Federal Cost
FY?23-24 | 280,000 137,200 $418.54 6 $34,454,213 $310,087,915
FY24-25 | 293,800 143,962 $445.33 12 $76,932,717 $692,394,453
FY?25-26 | 307,600 150,724 $473.83 6 $42,850,532 $385,654,786
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Volunteer Plan:

e The Volunteer Plan is a premium assistance plan for enrollees to participate in qualified
private insurance plans.

¢ In the first year of the program, qualified private insurance plans will be limited to plans
available to individuals through their work, or Employer-Sponsored Insurance (ESI).
Enrollees will receive a defined contribution each month toward the costs of ESI
coverage.

e The state or its contractor may make a direct payment to the employer or insurer for the
member’s share of the premium, and/or may make direct payments to providers for the
member’s share of deductibles and co-pays, and/or may reimburse the member for
expenses incurred in the form of premiums, deductibles, and/or co-pays. Operational
details will be finalized with input from employers.

e According to the Insure Tennessee Frequently Asked Questions, dated January 16, 2015,
the defined contribution plus any other expenditures the state makes for the individual
will always be lower than the average per-person expenditure in the Healthy Incentive
Program with individuals with similar characteristics.

e According to the Insure Tennessee-Two Year Enrollment and Cost Estimates provided
on January 28, 2015, payments under the VVolunteer Plan cannot exceed the per member
per year cost of the Healthy Incentive Plan. For purposes of this analysis, the VVolunteer
Plan is estimated at the same PMPM cost of the Healthy Incentives Plan.

e The following table shows the estimated increased expenditures for this group over the
two-year pilot program:

Total Months in

Estimated Fiscal
Fiscal Number of | Volunteer PMPM Year
Year Enrollees Plan Cost Affected State Cost Federal Cost
FY23-24 280,000 114,800 $418.54 6 $28,829,035 | $259,461,317
FY?24-25 293,800 120,458 $445.33 12 $64,372,273 | $579,350,460
FY25-26 307,600 126,116 $473.83 6 $35,854,527 | $322,690,739

Administrative Costs:

e Based on information previously provided by the Division of TennCare, the following
recurring administrative costs will be incurred beginning in FY23-24:
o Administration of the HIT account payments: $4,700,000;
o Administration of the Volunteer Plan Enrollment and Payments: $720,000;
o Options Counseling for Plan Choice: $4,000,000; and
o Eligibility and Enrollment Administrative Costs: $6,000,000.
e Total recurring administrative expenditures will be $15,420,000, of which 50 percent
($7,710,000) will be federal expenditures and 50 percent ($7,710,000) will be state
expenditures.
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e There will be one-time expenditures incurred in FY23-24 to make changes to the
Medicaid Management Information System of $1,000,000. Ninety percent, or $900,000,
will be federal funds and $100,000 will be state funds.

Premium Tax Revenue and Expenditures:

e Pursuant to Tenn. Code Ann. § 56-32-124, there is currently a six percent tax on gross
premiums collected by health maintenance organizations.

e For TennCare plans, the state pays this tax and receives federal matching funds. It is
assumed that the state will receive the enhanced federal match for the two years of the
program for the 19-20-year-olds enrolling in TennCare and the Healthy Incentives Plan
Premiums. The enhanced federal match for FY23-24 is 65.485 percent federal funds to
34.515 percent state funds.

e The estimated revenue and corresponding break down of state and federal expenditures
for the 19-20-year-old enrollees is:

Premium Federal
Fiscal 19-20- Premium Tax Cost
Year year-olds Total Cost Tax Rate Revenue State Cost
FY23-24 28,000 $45,380,160 6.0% $2,722,810 | $939,778 $1,783,032
FY?24-25 29,380 $101,329,269 | 6.0% $6,079,756 | $2,098,428 | $3,981,328
FY25-26 30,760 $56,438,448 6.0% $3,386,307 | $1,168,784 | $2,217,523

e The estimated revenue and corresponding breakdown of state and federal expenditures
for the Health Incentives plan (including five percent discounted costs for cost sharing)

IS:
Premiums
Fiscal Health Premium Tax Federal
Year Incentives | Total Cost Tax Rate Revenue State Cost Cost
Plan

FY23-24 137,200 $344,542,128 | 6.0% $20,672,528 | $7,135,123 $13,537,405
FY24-25 143,962 $769,327,170 | 6.0% $46,159,630 | $15,931,996 | $30,227,634
FY25-26 150,724 $428,505,318 | 6.0% $25,710,319 | $8,873,917 $16,836,402

e The Volunteer Plan is a premium assistance plan for eligible enrollees to participate in
private health insurance. The private insurance will be responsible for covering the tax
on the premiums paid by enrollees. The amount of premiums collected will be direct

revenue for the state.

¢ The exact amount of premium revenue resulting from the premium assistance plan is
unknown because it will depend on the type of private insurance each individual enrollee

is eligible for and the premiums established for each plan. Based on information

previously provided by the Division of TennCare, it is estimated that at least one and
three-quarters percent (1.75%) of the total costs will be realized as premium tax revenue
as follows:
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Premium Tax Premiums Tax
Fiscal Year Volunteer Plan Total Cost Rate Revenue
FY23-24 114,800 $288,290,352 1.75% $5,045,081
FY24-25 120,458 $643,722,734 1.75% $11,265,148
FY25-26 126,116 $358,545,266 1.75% $6,274,542

Total Increase in Revenue:

e The estimated total increase in state revenue is:
o $28,440,419 ($2,722,810 + $20,672,528 + $5,045,081) in FY23-24.
o $63,504,534 ($6,079,756 + $46,159,630 + $11,265,148) in FY24-25.
o $35,371,168 ($3,386,307 + $25,710,319 + $6,274,542) in FY25-26.

Total Increase in Expenditures:

e The estimated total increase in state expenditures is:

o $83,706,165 ($4,538,016 + $34,454,213 + $28,829,035 + $939,778 + $7,135,123
+$100,000 + $7,710,000) in FY23-24.
o $177,178,341 ($10,132,927 + $76,932,717 + $64,372,273 + $2,098,428 +
$15,931,996 + $7,710,000) in FY24-25.
o $102,101,605 ($5,643,845 + $42,850,532 + $35,854,527 + $1,168,784 +
$8,873,917 + $7,710,000) in FY25-26.

e The estimated total increase in federal expenditures is:

o $634,321,813 ($40,842,144 + $310,087,915 + $259,461,317 + $1,783,032 +
$13,537,405 + $900,000 + $7,710,000) in FY23-24.
o $1,404,860,217 ($91,196,342 + $692,394,453 + $579,350,460 + $3,981,328 +
$30,227,634 + $7,710,000) in FY24-25.
o $785,904,053 ($50,794,603 + $385,654,786 + $322,690,739 + $2,217,523 +
$16,836,402 + $7,710,000) in FY25-26.

IMPACT TO COMMERCE:

Other Commerce Impact — The estimated impact to commerce in the state
cannot be reasonably determined due to a number of unknown factors. In the
first full year, the proposed legislation would create an estimated $2.1 billion
dollars in state and federal funds to be paid into the healthcare system. The
majority of these funds will be paid to insurance companies that will then pay
claims to health care providers.

Assumptions:

e There could be varying degrees of economic impact to the health care industry as a
whole in the state of Tennessee including but not limited to health insurance companies,
hospitals, clinics, individual health care providers, and pharmacists.
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e An approximant 340,000 new individuals would now be enrolled in health insurance and
could receive health care services that they are not currently seeking which could result
in increased business for health insurance companies contracted with the state and health
care providers within the MCO networks.

e Some of these individuals could obtain health insurance coverage through a private
insurance company. These individuals would no longer be uninsured and could receive
health care services that they are not currently seeking. Depending on the health status of
these individuals, this could result in a positive or negative financial impact to the
individual health insurance companies.

e Health care providers could incur economic impacts depending on the type of insurance
and the medical coverage that is obtained by these individuals after receiving coverage
versus the type of care the individual is receiving as an uninsured individual. Also, the
cost for services can differ depending on health coverage, network discounts, etc.

e Due to a number of unknown factors which include, but are not limited to, the health
status of those individuals obtaining health insurance through the plan, the type of health
insurance plan that would be offered by employers, and the variation in costs for health
care services, a reasonable estimate of the impact the proposed legislation may have on
commerce cannot be determined.

CERTIFICATION:

The information contained herein is true and correct to the best of my knowledge.

Krista Lee Carsner, Executive Director

/ch
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